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E’]ERNST& YOUNG & Ernst & Young e m Phone: {(206) 621-1800

Suite 3500 www.ey.com
999 Third Avenue
Seattle, Washington 98104

Report of Independent Auditors

To the Member
Cascadia Capital Securities, L.L.C.

We have audited the accompanying statement of financial condition of Cascadia Capital
Securities, L.L.C. (the Company) (a wholly owned subsidiary of Cascadia Capital, L.L.C.) as of
December 31, 2001, and the related statements of income, changes in member’s equity, and cash
flows for the year then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Cascadia Capital Securities, L.L.C. at December 31, 2001, and the
results of its operations and its cash flows for the year then ended, in conformity with accounting
principles generally accepted in the United States.

The accompanying financial statements have been prepared assuming that the Company will
continue as a going concern. As more fully described in Note 1, the Company is a wholly owned
subsidiary of Cascadia Capital, L.L.C. On a consolidated basis, Cascadia Capital, L.L.C. has a
working capital deficiency and historically has been financed by related parties. These conditions
raise substantial doubt about Cascadia Capital, L.L..C.’s ability to continue as a going concern.
Because of the aforementioned conditions, Cascadia Capital, L.L.C.’s actions could have a
substantial effect on the Company’s assets; therefore, there is also substantial doubt about
whether the Company will continue as a going concern. The 2001 financial statements of the
Company do not include any adjustments to reflect the possible future effects on the
recoverability and classification of assets or the amounts and classification of liabilities that may
result from the outcome of this uncertainty.

Ernst & Young LLP is a member of Ernst & Young International, Ltd.




Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedules I and II is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of the Securities and Exchange Commission.
Such information has been subjected to the auditing procedures applied in our audit of the
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

February 27, 2002 émmt ¥ MLLP




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Statement of Financial Condition

December 31, 2001

Assets
Cash ' $50,661
Total assets $50,661

Liabilities and member’s equity

Liabilities:
Accounts payable $26,414
Accounts payable to Parent 7,489
Total liabilities 33,903
Member’s equity 16,758
Total liabilities and member’s equity $50,661

See accompanying notes.




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Statement of Income

Year ended December 31, 2001

Revenues
Success fees $ 464,159
Consulting income 885,250
Interest income 60
1,349,469
Expenses
Parent share expense 1,282,455
General and administrative 20,155
Professional fees 32,224
Regulatory fees 8,877
Total expenses 1,343,711
Net income $ 5,758

See accompanying notes.




Cascadia Capital Services, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Statement of Changes in Member’s Equity

Year ended December 31, 2001

Accumulated
Capital (Deficit)

Contributed Income Total
Balance at January 1, 2001 $11,811 $ (811) $11,000
Net income - 5,758 5,758
Balance at December 31, 2001 $11,811 $4,947 $16,758

See accompanying notes.




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Statement of Cash Flows

Year Ended December 31, 2001

Cash flows from operating activities

Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Changes in operating assets and liabilities:
Decrease in prepaid expense
Increase in accounts payable
Increase in accounts payable to Parent
Net cash provided by operating activities

Cash at beginning of year
Cash at end of year

See accompanying notes.

$ 5,758

5,000
26,414
2,278

39,450

11,211

$50,661




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Notes to Financial Statements

December 31, 2001

1. Organization and Nature of Business

~ Cascadia Capital Securities, L.L.C. (the Company) is a wholly owned subsidiary of Cascadia
Capital, L.L.C (the Parent). The Company was formed on December 1, 2000 (date of inception)
for the principal purpose of acting as a broker-dealer and investment advisor focusing on
companies in emerging growth industries in the states of Washington, Oregon, Idaho, Alaska,
Montana, and Utah and the province of British Columbia. The Company is a registered broker-
dealer with the Securities and Exchange Commission (SEC) and is a member of the National
Association of Securities Dealers, Inc. (NASD).

The Company is dependent on the viability of the Parent for its operations. On a consolidated
basis, the Parent has a working capital deficiency and historically has been financed by a related
party. These conditions raise substantial doubt about the Parent’s ability to continue as a going
concern. The Parent expects it will continue to fund its operations through related-party
financings. Because of the aforementioned conditions relating to the Parent, the Parent’s actions
could have a substantial effect on the Company’s assets; therefore, there is also substantial doubt
about whether the Company will continue as a going concern. These financial statements do not
include any adjustments to reflect the possible future effects on the recoverability and
classification of assets or the amounts and classification of liabilities that may result from the
outcome of this uncertainty.

2. Significant Accounting Policies

Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally
accepted in the United States, which require management to make certain estimates and
assumptions that affect the reported amounts and disclosures in the financial statements. Actual
results could differ from those estimates.

Cash

Cash consists of balances on hand and on deposit with banks and other financial institutions.




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Accounts Payable

Accounts payable represent amounts due to vendors for goods and services received. Fair value
of accounts payable is determined by management and approximates carrying value.

Revenue Recognition

Consulting income represents monthly fees eamed from providing advisory services. Consulting
income is recorded in the month earned. Advance payments are deferred until earned.

Success fees include fees earmned from providing introductory and advisory services to companies
involved in financing activities. Success fees are recorded at the time the financing is completed
and the income is reasonably determinable.
Interest income is recognized when earned.

Income Taxes

No provision for federal or state income taxes has been made in the accompanying financial
statements as such taxes, if any, are the responsibility of the member.

3. Related-Party Transactions

In December 2001, the Company transferred its third-party accounts receivable of $170,750, less
deferred revenues of $45,500, at their carrying value to its Parent.

The Company is charged for the operational expenses incurred by its Parent on behalf of the
Company. These amounts totaled $1,282,455 during the year ended December 31, 2001, of
which $7,489 is payable to the Parent as of December 31, 2001.




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Notes to Financial Statements (continued)

4. Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, not be lower than one-fifteenth of
aggregate indebtedness or $5,000. At December 31, 2001, the Company had net capital of
$16,758, which was $11,758 in excess of its required net capital of $5,000. The Company’s ratio
of aggregate indebtedness to net capital was 1.58-to-1.




Supplemental Information




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Schedule I
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission

December 31, 2001

Net capital
Total member’s equity - $ 16,758
Net capital $ 16,758
Aggregate indebtedness
Total liabilities $ 33,903
Less: Accounts payable to Parent (7,489)
$ 26,414

Computation of basic net capital requirement
Minimum net capital required $ 5,000
Excess net capital $ 11,758
Excess net capital at 1,000 percent (net capital, less 10% of aggregate

indebtedness) $ 11,758
Ratio of aggregate indebtedness to net capital 1.58-to-1

Note: The computation of net capital under SEC Rule 15¢3-1 as of December 31, 2001,

. computed by Cascadia Capital Securities, L.L.C. in its unaudited Form X-17a-5a,

Part I1A, as filed with the National Association of Securities Dealers, Inc. on February 28,

2002, does not differ materially from the above computation, which is based on
information derived from audited financial statements.

10




Cascadia Capital Securities, L.L.C.
(a wholly owned subsidiary of Cascadia Capital, L.L.C.)

Schedule 11
Statement Regarding Rule 15¢3-3 of the
Securities and Exchange Commission

December 31, 2001

The Company is exempt from provisions of SEC Rule 15¢3-3 under paragraph (k)(3) of the Rule
by order of the Securities and Exchange Commission.

11
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i’IERNST&YOUNG & Ernst & Young Lp & Phone: (206) 621-1800

Suite 3500 wWww.ey.com
999 Third Avenue
Seattle, Washington 98104

Report of Independent Auditors on Internal Control Required by
SEC Rule 17a-5

To the Member
Cascadia Capital Securities, L.L.C.

In planning and performing our audit of the financial statements and supplemental schedules of
Cascadia Capital Securities, L.L.C. (the Company) (a wholly owned subsidiary of Cascadia
Capital, L.L.C.) for the year ended December 31, 2001, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including tests of
such practices and procedures that we considered relevant to the objectives stated in
Rule 17a-5(g)(1), in making the periodic computations of aggregate indebtedness (or aggregate
debits) and net capital under Rule 17a-3(a)(11), and for determining compliance with the
exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities accounts
for customers or perform custodial functions relating to customer securities, we did not review
the practices and procedures followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of intemnal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial

12

Ernst & Young LtP is @ member of Ernst & Young International, Ltd.




statements in conformity with accounting principles generally accepted in the United States.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.

Because of inherent limitations in intermal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projections of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness i1s a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud, in amounts that would be material in relation to the financial statements
being audited, may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities, we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and our study, we believe that the
Company’s practices and procedures were adequate at December 31, 2001, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the member, management, the SEC,
and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of

1934 in their regulation of registered brokers and dealers, and is not intended to be and should
not be used by anyone other than these specified parties.

February 27, 2002 é/vm:t ¥ MLLP
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